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September 16, 2005

Independent Auditors' Report

Village President and Council
Village of Pellston, Michigan

We have audited the accompanying financial statements of the governmental activities, the aggregate
discretely presented component unit, each major fund and the aggregate remaining fund information of
the Village of Peliston, Michigan, as of and for the year ended February 28, 2005, which collectively
comprise the Village's basic financial statements s listed in the table of contents. These financial
statements are the responsibility of the Village's management. Our responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally acceptedin the United States
of America. Those standards require that we plan and perform the audit fo obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for cur opinions.

in our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the aggregate discretely presented
component unit, each major fund, and the aggregate remaining fund information of the Village of
Pellston, as of February 28, 2005, and the respective changes in financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

The Village has implemented a new financial reporting model, as required by the provisions of GASB
Statement No. 34, Basic Financial Statements —and Management’s Discussion and Analysis — for State and
Local Governments, as amended and interpreted, as of March 1, 2004.

The management's discussion and analysis, budgetary comparison schedules and pension plan trend
information are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. For the
management's discussion and analysis and the pension plan trend information, we have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it. The budgetary comparison schedules have been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

(R h%&;\;&w&&m

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan

|

923 Spring Street & P.O. Box 695 » Petoskey, MI 49770 & 231-347-4136 # Fax:231-347-4147 & E-mail: stafiname@hs-co.com




Village of Peliston
Management's Discussion and Analysis
February 28, 2005

Overview of the Basic Financial Statements

The Village of Peliston's basic financial statements include government-wide financial
siatements, fund financial statements and notes fo the financial statements. The
financial report also contains required supplemental information in addition o the basic
financial statements. This is the first year of implementation of GASB Statement No. 34, so
prior year numbers are not presented within the Management's Discussion and Analysis.
A comparative analysis will be provided in future years when prior year information is
available.

Government-wide Financial Statements

The government-wide financial statements report information on ail of the Village's funds.
The internal service fund is consolidated with the governmental funds to present the
primary government. The Downtown Development Authority, which is considered 1o be
a component unit, is presented, but is not part of the primary govermnment. The
govermnment-wide statements are designed to provide readers with a broad overview of
the Village's finances, in a manner similar to a private-sector, for-profit business.

The Statement of Net Assets displays all of the Village's assets and liabilities, with the
difference reported as net assets. All long-term assets and debt obligations are
presented.

The Statement of Activities focuses on the gross and net cost of the various functions
within the Village (general government, public safety, public works, etc.), which are
supported by the Village's general revenues (property faxes, state shared revenues,
inferest income, etc.).

Fund Financial Statements

The fund financial statements report on the governmental and proprietary funds, with an
emphasis on major funds. Mdjor funds are determined by the level of activity within the
various funds. The focus of the fund financial statements is on the sources and uses of
funds during the current year.

The Vilage of Peliston maintains six individual governmental funds. Information is
presented separately in the governmental fund balance sheet and the governmental
fund statement of revenues, expenditures and changes in fund balances for these funds,
which are all considered major funds.

The Village maintains one proprietary fund, the Motor Vehicle and Equipment Fund. This
fund is similar to a for-profit business, as it charges a fee for ifs service. Iis informattion is
presented in the proprietary fund statement of net assets, the statement of revenues,
expenses and changes in fund net assets, and the statement of cash flows.



Notes to the Financial Statements

The notes provide addifional information which is essential to a full understanding of the
data provided in the government-wide and fund financial statements.

Government-wide Financial Analysis
The table below summarizes the Village's statement of net assets as of February 28, 2005:

Village of Peliston
Statement of Net Assetls
February 28, 2005

Governmental
Activities
Assets
Current and other assets $ 450,550
Capital assets - net of accum dep 1,180,995
Total assets 1,631,545
Liabilities
Current liabilities 116,807
Noncurrent liabilities 525,177
Total liabilities 641,984
Net Assets
Investment in capital assets, net of related debt 578,252
Restricted 62,712
Unrestricted 348,597
Total net assets $ 989,561

At the end of the fiscal year, the Village of Pellston is able to report positive balances in
all three categories of net assets. The largest portion of the Vilage's net assets is its
investment in capital assets {land, construction in progress, buildings, equipment, vehicles
and infrastructure), less any related debt used to acquire those assefs that is still
outstanding. The Village uses these capital assefs in providing services to its residents,
consequently these assets are not available for future spending.

The second portion of net assets, restricted net assets, represents resources that are
subject fo external restrictions on how they may be used. This would include restrictions
for debt service and capital projects.

The remaining portion of net assets, unrestricted net assets, may be used at the Village's
discretion to meet ongoing obligations.



The results for the Village as a whole are reported in the Statement of Activities, which is
summarized below:

Village of Pellston
Statement of Activities
Year Ended February 28, 2005

Governmental
Activities
Revenue
Program revenue:
Charges for services $ 45,663
Grants and conftributions 296,327
General revenue:
Property taxes 159,126
State shared revenues 20,313
Interest income 2,805
Sale of capital assets 189,270
Other 3.652
Total revenues 787,156
Function/Program Expenses
General government 73,399
Public safety 95,402
Public works 182,609
Health and welfare 1,200
Community and economic development 5,680
Recreation and culture 27,093
Interest on long-term debt 37.810
Total expenses 423,193
Change in net assets 363,963
Net assets - beginning of year 625,598
Net assets - end of year $ 989,561

As reported above, the Village recorded approximately $423,000 of expenses. These
expenses were funded 11% by charges for services and 70% by grants and contributions.
The Village's remaining activities were funded by general revenues, such as property
taxes and state shared revenues.

The Village experienced an increase in net assets primarily due to the sale of property,
resulting in net proceeds of approximately $190,000. Additionally, capital grants were
obtained for much of the capital outlay in the public safety department.

Fund Financial Analysis

As of year end, the governmental funds reported a combined fund balance of
approximately $412,000, which is 35% more than the beginning of the year ($304,000).
The increase was mainly due to the sale of property in the General Fund, which
experienced an increase of $159,000 (115% of its original fund balance}. The Major Street
and Debt Funds had minimal increases in fund balances. The Fire Fund decreased 90%

4




from its original fund balance due to significant capital outlay expenditures and the
payoff of a fire fruck loan. The Local Street Fund did not keep pace with State funding
for its street maintenance, as ifs fund balance decreased approximately 49%.

The Internal Service Fund had a minimal decrease in its net assets, $2,500, which was
approximately 8% of its net assets at the beginning of the year.

General Fund Budgetary Highlights

Final budgeted revenues remained consistent with original budgeted revenues. Final
budgeted expenditures increased from the original budgeted amounts by
approximately $61,000. This was due to increased anficipated expenditures for general
government, public works and community and economic development.

Final revenues were higher than final budgeted amounts by approximately $220,000. This
was mainly due to the sale of property for $190,000 and $30,000 Community
Development Block grant dollars received for street and parking lot improvements.

Final expenditures were lower than final budgeted amounts by approximately $48,000.
This was mainly due to less than anticipated expenditures for the department of public
works, parks and recreation, village proper and other general government expenditures.
These less than anticipated expenditures were partially offset by greater than
anticipated expenditures for economic development, which encompassed street and
parking lot improvements from the Community Development Block Grant.

Capital Assets

At February 28, 2005 the Village had $1.9 million invested in capital assets. The following
table summarizes the capital asset activity for the year:

Village of Pellston
Capital Asset Activity
Year Ended February 28, 2005

March 1, 2004 Additions Disposals February 28, 2005

Land $ 66,300 3 - $ (20000) $ 46,300
Construction in progress - 51,165 - 51,165
Buildings 364,000 - - 364,000
Equipment 14,258 35,640 - 49,898
Vehicles 469,249 250,000 - 719,249
Infrastructure 715,000 - - 715,000
Total capital assets 1,628,807 336,805 (20,000} 1,945,612
Less accum depreciation (666,137) (98.480) - (764,617)
Net capital assets $ 962,670 $ 238,325 $ (20000) % 1,180,995

The majority of the capital assets additions pertained to consiruction of road and parking
fot improvements for the Community Development Block Grant and the purchase of fire
department vehicles and equipment.



Debt Outstanding

At the end of the year, the Village had $603,000 in bonds outstanding. Below is the debt
activity for the year:

Village of Peliston
Debt Activity
Year Ended February 28, 2005

March 1, 2004  Additions Reductions  February 28, 2005

Bonds, notes and iand
confracts payable $ 722,765 $ 77,532 $ (197.554) $ 602,743

The Village's land contract was refinanced by a promissory note. No other debt was
issued during the year.

Financial Contact

The Village's financial statements are designed to present users with a general overview
of the Village's finances. Questions conceming any of the information provided in this
report or requests for additional financial information should be directed towards the
Village Clerk, Village of Pellston.



Village of Pellston
Statement of Net Assets
February 28, 2005

Primary Government Component Unit
Governmental Downtown
Activities Development Authority
Assets
Current Assets
Cash $ 362,493 $ -
Taxes receivable 24,211 -
Due from other governmental units 60,612 -
Due from primary government - 3.209
Prepaid expenses 3,234 -
Total current assets 450,550 3,209
Noncurrent Assetfs
Capital assets 1,945,612 -
Less: accumulated depreciation (764,617) -
Total noncurrent assefs 1,180,995 -
Total assets $ 1,631,545 $ 3,209
Liabilities and Net Assets
Current Liabilities
Accounts payable $ 23,680 $ -
Accrued expenses 1,918 -
Due to component unit 3.209 -
Accrued inferest 10,434 -
Notes payable, due within one year 32,566 -
Bonds payable, due within one year 45,000 -
Total current liabilities 116,807 -
Noncurrent Liabilities
Notes payable, noncurrent 160,177 -
Bonds payable, noncurrent 365,000 -
Total noncurrent liabilities 525,177 -
Total liabilities 641,984 -
Net Assets
Invested in capital assets, net of related debt 578,252 -
Restricted for:
Construction for comm. development 2,000 -
Debt service 60,712 -
Unrestricted 348,597 3,209
Total net assets 989,561 3,209
Tota! liabilities and net assets $ 1,631,545 $ 3,209

See accompanying notes to the basic financial statements. 7
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Village of Peliston
Reconciliation of Governmental Funds Balance Sheet to the
Statement of Net Assets
February 28, 2005

412,190

&9

Total Fund Balance - Governmental Funds

Amounts reported for governmental activities in the statement of net assets
are different because:

Govermnmental funds report capital outlays as expenditures. However,
in the statement of net assets, these assets are capitalized and depreciated
over their estimated useful lives.

Governmental capital assefs 1,760,105
Accumulated depreciation {646,977)

Governmental funds report interest when due, whereas in the statement
of net assets, interest is accrued on outstanding bonds and notes. (10,434)

Long-term liabilities, including bonds and notes payable, are not due and
payable in the cumrent period and therefore are not reported in the
governmental funds. {552,057)

The internal service fund is used to charge motor vehicle usage costs
to various departments within the Village. The assets and liabilities
of the internal service fund is included in governmental activities
in the statement of net assets. 26,734

Net Assets of Governmental Activities $ 989,561

See accompanying notes to the basic financial statements. 10



Village of Peliston

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds

For the Year Ended February 28, 2005

Revenues
Property taxes
Federal grants
State shared revenues
Contributions from local units
Charges for services
Interest income
Other

Total revenues

Expenditures
Current:

General government
Public safety
Public works
Health and welfare
Community and economic development
Recreation and culfure
Debt service

Total expenditures

Excess (deficiency) of revenues
over expenditures

Other financing sources (uses)
Sale of property
Operating fransfers in
Operating fransfers out
Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning of year

Fund balances - end of year

Major Local
General Street Street
$ 106,243 $ - -
30,780 - -
90,313 54,568 32,449
630 - -
1,475 257 113
3,652 - -
233,093 54,825 32,562
71.899 - -
4,557 - -
66,941 44,710 35,401
1,200 - -
56,845 - -
24,213 - -
17.663 - -
243,318 44,710 35,401
(10,225) 10,115 {2.839)
189,270 - -
{20,000) (7.826) (7.826)
169,270 (7.826) (7.826)
159,045 2,289 (10,665)
138,870 34,499 21,557
$ 297915 $ 36,788 10,892

See accompanying notes to the basic financial statements.



1996 Ml Total

1996 GO Transportation Governmental
Fire Debt GO Debt Funds

- $ 52,883 $ - $ 159,126
134,600 - - 165,380
730 - - 178,060
43,200 - - 43,200
45,033 - - 45,663
618 278 14 2,755

- - - 3,652
224,181 53,161 14 597,836
- - - 71,899
228,926 - - 233,483
- - - 147,052

- - - 1,200

- - - 56,845

- - - 24,213
62,542 48,625 15,652 144,482
291,468 48,625 15,652 679,174
(67.287) 4,536 {15,638) (81,338)
- - - 189,270
20,000 - 15,652 35,652
- - - (35,652)
20,000 - 15,652 189,270
(47,287) 4,536 14 107,932
53.170 54,535 1,627 304,258
5,883 $ 59,071 $ 1,641 $ 412,190

11



Village of Peliston
Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental Funds to the
Statement of Activities
For the Year Ended February 28, 2005

Net Change in Fund Balances - Total Governmental Funds $ 107.932

Amounts reported for governmental activities in the statement of activities
are different because:

Governmental funds report capital outlays as expenditures. However,
in the statement of activities, the cost of these assets is allocated over
their estimated useful lives as depreciation.

Expenditures for capital assets 234,404
Current year depreciation (85,988)

Repayment of bond and note principal is an expenditure in the governmental
funds, but the repayment reduces long-term liabilities in the statement
of net assets. This is the amount of principal paid on long-term debt. 108,291

Interest on long-term debt is recognized as an expenditure when it is
due in the governmental funds. However, in the statement of activities,
interest expense is recognized as the interest accrues, regardiess of
when it is due. 1,800

The internal service fund is used to charge motor vehicle usage costs
to various departments within the Village. The net revenue (expense) of
the internal service fund is included in the governmental activities in

the statement of activities. (2,476)
Change in Net Assets of Governmental Activities $ 363,963
See accompanying notfes to the basic financial statements. 12




Village of Pellston
Statement of Net Assets
Proprietary Funds
February 28, 2005

Assels

Current Assets
Cash

Noncurrent Assets

Capital assets
Less: accumutated depreciation

Total noncurrent assets

Total assets

Liabilities and Net Assets

Current Liabilities
Due to other funds
Notes payable - current
Total current liabilities

Noncurrent Liabilities
Notes payable - noncurrent

Total liabilities
Net Assets
Invested in capital assets, net of related debt
Unrestricted

Total net assets

Total liabilities and net assets

See accompanying notes to the basic financial statements. 13

Governmental Activities-
Internal Service Fund

3 14,091

185,507
(117,640

67,867

;) 81,958

$ 4,538
11,657

16,195

39,029

55,224

17,181
2,553

26,734

$ 81,958




Village of Pellston
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Fund
For the Year Ended February 28, 2005

Governmental Activities
Internal Service Fund

Operating revenues

Charges for services $ 45816
Operating expenses

Personal services 15,054
Supplies 7.770
Utilities 2,225
Insurance 2,617
Repairs 4,765
Depreciation 12,492

Total operating expenses 44,923

Operating income (loss) 893

Nonoperating revenues (expenses)

Interest revenue 50
Interest expense (3.419)
Total nonoperating revenues (expenses) (3,369)
Change in net assets (2,47 6)
Total net assets - beginning 29.210
Total net assets - ending $ 26,734

See accompanying notes to the basic financial statements. 14




Village of Pellston
Statement of Cash Flows
Proprietary Fund
For the Year Ended February 28, 2005

Governmental Activities-
Internal Service Fund

Cash flows from operating activities

Cash received from other funds for services $ 50,866
Cash payments to suppliers for goods and services (14,224)
Cash payments to employees for services (15,054)

Net cash provided {used) by operating activities 21,588

Cash flows from capital and related financing activities

Repayment of note principal {11,042)
Interest paid on notes (3.419)

Net cash provided (used) for capital and related financing activities {14,461)

Cash flows from investing activities

Interest received 50
Net increase (decrease) in cash 7177

Cash, beginning 6,914
Cash, ending $ 14,091

Reconciliation of operating income to net cash
provided (used by) operating activities
Operating income (loss) $ 893

Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation 12,492
Increase (decrease) in amounts due to other funds 4,538
(Increase) decrease in amounts due from other funds 3,665
Total adjustments 20,695
Net cash provided (used) by operating activities $ 21,588
See accompanying notes to the basic financial statement. 15



NOTE I:

VILLAGE OF PELLSTON
NOTES TO FINANCIAL STATEMENTS
February 28, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Village of Pellston was incorporated under the provisions of Act 3 of 1895. The Village
operates under a Council-President form of government and provides the following services as
authorized by its charter: public safety (police and fire), highways and streets, sanitation,
culture-recreation, public improvements, planning and zoning, and general administrative
services.

The Village's financial statements are prepared in accordance with generally accepted
accounting principles (GAAP). The Governmental Accounting Standards Board (GASB) is the
standard-setting body for governmental accounting and financial reporting. The Village's
reporting entity applies ali relevant Governmental Accounting Standards Board (GASB)
pronouncements. Proprietary funds and similar component units apply Financial Accounting
Standards Board (FASB) pronouncements and Accounting Principles Board (APB) opinions
issued on or before November 30, 1989, unless those pronouncements conflict with or
confradict GASB pronouncements, in which case, GASB prevails. Pronouncements of the FASB
issued after November 30, 1989 are not applied in the preparation of the financial statements
of the proprietary funds and similar component units in accordance with GASB Statement No.
20. The following is @ summary of the significant policies used by the Village of Peliston:

REPORTING ENTITY

These financial statements present the Village (the primary government) and its component
unit. As defined by GASBS No. 14, component units are legally separate entities that are
included in the Vilage's reporting enfity because of the significance of their operating or
financial relationships with the Village. The primary government is required to consider other
organizations for which the nature and significance of their relationship with the primary
government are such that exclusion would cause the reporting entity’s financial statements to
be misleading or incomplete.

Discretely Presenied Component Unit

Downtown Development Authority - The Downtown Development Authority, which was
established pursuant to the provisions of Public Act 197 of 1975, as amended, is governed by a
nine person board. The purpose of the Authority is to prevent the deterioration and promote
economic growth within a specified business district. The Authority is funded by a specified
annual property tax capture of a portion of all units’ levies which may only be used for
activities within the tax increment finance district. Separate financial statements for the
Downtown Development Authority are not issued.

BASIC FINANCIAL STATEMENTS — OVERVIEW

The Village of Pellston’s basic financial statements include both government-wide (reporting
the Village as a whole) and fund financial statements (reporting the Village's major funds).
Both the government-wide and the fund financial statements categorize primary government
activities as either governmental or business-type. Govermmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-
type activities, which rely to a significant extent on fees and charges for support. The primary
government is reported separately from legally separate component units for which the
primary government is financially accountable.
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NOTE 1.

NOTES TO FINANCIAL STATEMENTS ~ CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS — GOVERNMENT-WIDE STATEMENTS

The government-wide financial statements report information on all of the nonfiduciary
activities of the primary government and its component unifs. Asa general rule the effect of
interfund activity, such as overhead costs, has been eliminated from these statements. The
government-wide focus is more on operational efficiency, the sustainability of the Village as an
entity and the change in the Village's net assets resulting from the current year's activities.

The internal service fund is consolidated into the governmental column when presented at the
government-wide level. This is because the principal users of the internal service are the
Village's governmental activities. The net profit/loss in the internal service fundis allocated to
the functional activity (public safety, public works, etc.) based upon usage.

In the government-wide Statement of Net Assefs, the governmental activities are presented on
a consolidated basis. Due to the full accrual, economic resource basis, all long-term assets
and receivables, as well as long-term debt and obligations are recognized. The Village's net
assets are reported in three parts —invested in capital assets, net of related debt; restricted net
assetfs: and unrestricted net assets. The Village first utilizes restricted resources to finance
qualifying activities.

The government-wide Statement of Activities demonstrates the degree to which the direct
expenses of a given function or segment are offset by program revenues. This statement
reduces gross expenses (including depreciation) by related program revenues, which
include charges for services, operating grants and capital grants.

The program revenues must be directly associated with the function or segment. Program
revenues include: (1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment; and {2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program
revenues are reported as general revenue.

BASIC FINANCIAL STATEMENTS - FUND FINANCIAL STATEMENTS

The financial transactions of the Village are reported in individual funds in the fund financial
statements. Each fund is accounted for by providing a separate set of self-balancing
accounts that comprise its assets, liabilities, fund balances, revenues and
expenditures/expenses. The focus of the fund financial statements is upon the determination
of financial position and changes in financial position (sources, uses, and balances of financial
resources).

Government resources are aliocated to and accounted for in individual funds based upon the
purposes for which they are to be spent and the means by which spending activities are
controlled. The emphasis in the fund financial statements is on the magjor funds in the
governmental or business-type categories. GASBS No. 34 sefs forth minimum criteria
(percentage of the assets, liabilities, revenues or expenditures/expenses of the governmental
and proprietary funds) for the determinatfion of major funds.
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NOTE 1:

NOTES TO FINANCIAL STATEMENTS ~ CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS — FUND FINANCIAL STATEMENTS — CONTINUED

Governmental Funds

The measurement focus of the governmental funds in the Fund Financial Statements is upon
determination of financial position and changes in financial position (sources, uses, and
balances of financial resources) rather than upon net income. The following is a description of
the major governmental funds of the Village:

General Fund - The General Fund is the general operating fund of the Village. It is used to
account for all financial resources except those required to be accounted for in another fund.

Major and Local Street Funds — The Street Funds account for the operation of the sireet
departments. Primary financing is provided by the Village's share of state gasoline taxes.
State law requires these gasoline taxes be used fo maintain streefs.

Fire Fund — The Fire Fund accounts for the operation of the Fire Department. Funding is
provided by local townships, grants and transfers from the General Fund which the Village uses
to provide public safety services.

1996 General Obligation and 1996 Michigan Transportation General Obligation Debt Funds -
The Debt Funds accounts for the payment of interest and principal on long-term bonds.

Proprietary Funds

The focus of the proprietary funds is upon the determination of operating income, changes in
fund net assets, financial position, and cash flows, which is similar to for-profit businesses. The
following is a description of the non-major proprietary fund of the Village:

Motor Vehicle and Equipment Fund - The Motor Vehicle and Equipment Fund is an internal
service fund. This fund accounts for the cost of acquiring, maintaining and providing vehicle
and equipment usage to various Village departments.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and
producing/delivering goods in connection with a proprietary fund's principal ongoing
operation. The principal operating revenues of the Village's proprietary fund are charges to
customers for services. Operating expenses for this fund includes the cost of sales (wages,
insurance and rent) and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

BASIS OF ACCOUNTING

Basis of accounting refers to the point at which revenues and expenditures/expenses are
recognized in the accounts and reported in the financial statements. Basis of accounting
relates to the timing of the measurements made, regardless of the measurement focus
applied.



NOTE I:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS - FUyND FINANCIAL STATEMENTS — CONTINUED
BASIS OF ACCOUNTING - CONTINUED

The government-wide statements are reported using the economic resources measurement
focus and the full accrual basis of accounting, which incorporates long-term assefs and
receivables as well as long-term debt and obligations. Revenue is recorded when earmed and
expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Property taxes are recognized as revenue in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as all eligibility requirements imposed by
the provider have been met. Expenditures generally are recorded when a liability is incurred.

All proprietary funds, pension trust funds and agency funds are accounted for using the full
accrual basis of accounting. Their revenues are recognized when they are earned and their
expenses are recognized when they are incurred.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recorded in
the accounting period in which they are earned, as long as they are both available and
measurable. Revenues are available when received within the current period or within 60
days after year end. Expenditures are recorded in the accounting period in which the liability
is incurred, as under full accruai accounting. However, debt service expenditures,
expenditures relating to compensated absences, and claims and judgments are recorded
only when payment is due.

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

Cash and Cash Equivalents

Cash and cash equivalents are considered to be cash on hand, demand deposits and short-
term investments with a maturity of three months or less when acquired.

Interfund Receivables/Payables

Outstanding balances between funds are reported as "due fo/from other funds” on the
balance sheet of the fund financial statements and are eliminated on the Statement of Net
Assets of the government-wide financial statements.
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NOTE I:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY — CONTINUED
Capital Assets

Capital assets, which include property, buildings, equipment and infrastructure assets (e.g.,
roads, bridges, sidewalks and similar items) are reported in the governmental activities column
in the government-wide financial statements. Capital assets are recorded by the Village when
the inifial individual costs are equal to or greater than $5,000

Capital assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value atthe date
of donation.

Property, buildings and equipment are depreciated using the straight-line method over the
following useful lives:

Buildings 40 to 60 years
Building Improvements 15 10 30 years
Streets, Curbs and Gutters 10 to 30 years
Vehicles 3to 5years
Office Equipment 5to 7 years

Long-Term Obligations

In the government-wide financial statements and the proprietary fund financial statements,
long-term debt and other long-term obligations are reported as liabilities. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds. In
the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts are reported as other financing uses.
Issuance costs are reported as debt service expenditures.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for
a specific purpose. Designations of fund balance represent fentative management plans that
are subject to change.

COMPARATIVE DATA

Comparative data for the prior year is not included in the Village's financial statements.
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NOTE I

NOTE 2:

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY — CONTINUED

ACCOUNTING CHANGE

In June 1999, the Governmental Accounting Standards Board (GASB) unanimously approved
Statement No. 34, Basic Financial Statements —and Management's Discussion and Analysis -
for State and Local Governments. Eifective March 1, 2004, the Village implemented the
provisions of GASB No. 34. Changes to the Village's financial statements as a result of GASB No.
34 are as follows:

e A Management's Discussion and Analysis (MD&A) section providing analysis of the
Village's overall financial position and results of operations.

e Government-wide financial statements (Statement of Net Assets and Statement of
Activities) prepared using full accrual accounting for all of the Village's activities.

e A change in the fund financial statfements with a focus on major funds.

« Capital assets in the governmental activities column of the Statement of Net Assets
include assets which were previously reported in the General Fixed Asset Account
Group.

o Liabilitiesin the governmental column of the Statement of Net Assets include bonds
and other long-term obligations which were previously reported in the General
Long-Term Debt Account Group.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Annual budgets are adopted on a basis consistent with generally accepted accounting
principles for all operating funds of the Village. Budgetary controlis legally maintained at the
fund level.

The Village follows these procedures in establishing the budgetary data reflected in the
financial statements:

1. Prior to March 1, the Village President submits to the Vilage Council a proposed
operating budget for the upcoming fiscal year. The operating budget includes
proposed expenditures/expenses and the means of financing them.

2. A public hearing is conducted at the Village Hall to obiain taxpayer comments.
3. Prior fo March 1, the fund budgets are legally enacted through passage of resolutions.

The Village President is authorized to transfer budgeted amounts beftween
departments within any fund; however, any revisions that alter the tofal
expenditures/expenses of any fund must be approved by the Village Council.

5. Formal budgetary integration is employed as a management control device
during the year for the General and Special Revenue Funds.
6. Budgeted amounts are as originally adopted, or as amended by the Village Council.
7. Encumbrances, which are commitments related to unperformed contracts for goods or
services, lapse af year end and are re-appropriated as part of the subsequent year's
budget.
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NOTE 2:

NOTE 3:

NOTE 4:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY - CONTINUED

Excess of Expenditures Over Appropriations in Budgeted Funds

The Village is required under Public Act 621 to adopt budget for the General and Special
Revenue Funds. During the year, the Village incurred expenditures in these funds which were
in excess of the amounts appropriated, as follows:

Amount of
Fund Appropriafion Expenditures Variance
Maijor Street $ 40,077 $ 52,536 ${12,459)
Local Street 31,777 43,227 (11,450)
Fire 248,880 291,468 (42,588)

CASH

Michigan Compiled Laws, Section 129.91, authorizes the Village to make deposits andinvestin
the accounts of federally insured banks, credit unions, and savings and loan associations which
have an office in Michigan. The Village is allowed to invest in bonds, securities and other direct
obligations of the United States or any agency or instrumentality of the United States; United
States government or federal agency obligations; repurchase agreements; bankers’
acceptance of United States banks; commercial paper rated within the two highest
classifications which mature not more than 270 days after the date of purchase:; obligations of
the State of Michigan or its political subdivisions which are rated as investment grade; and
mutual funds composed of investment vehicles which are legal for direct investment by local
units of government in Michigan.

The Village's deposits and investment policy are in accordance with statutory authority.

Cash Deposits
At February 28, 2005, the carrying amount of the Village's deposits was $362,493 and the bank

balance was $367,009.

Of the above balance in cash, $102,000 was covered by federal depository insurance. The
remaining amount was uninsured and uncollateralized. The Village may experience significant
fluctuations in deposit balances through the year.

PROPERTY TAXES

Property taxes are levied and become a lien on property as of July 1 on the State faxable
valuation of property in the Village as of the preceding December 31. The Village bills and
collects its own property taxes. Property taxes are recognized as revenue in the year for which
they are levied.

The Village is permitted by charter to levy taxes, subject to State Headlee and Truth in Taxation
provisions, up to $15 per $1,000 of taxable valuation for general governmental services other
than the payment of principal and interest on long-term debt and in uniimited armounts for the
payment of principal and interest on general obligation long-term debt. The 2004 State
taxable valuation of the Village of Pellston totaled $10,574,002.

The tax rates for the year ended February 28, 2005, were as follows:

Purpose Rate/Taxable Valuation
General governmental services 10.0000 per $1.000

Payment on principal and interest
on general obligation long-term debt ~ 4.9925 per $1,000
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NOTES TO FINANCIAL STATEMENTS — CONTINUED

NOTE 5:  INTERFUND RECEIVABLES AND PAYABLES

The interfund balances within the primary government are as follows:

Interfund Interfund
Receivable Payable
General Fund $ 24,997 $ -

Major Street Fund - 662
Local Street Fund - 4,393
Fire Fund - 15,404
Internal Service Funds - 4,538
$ 24,997 $ 24,997

The interfund balances between the primary government and the component unit are as

follows:
Interfund Interfund
Receivable Payable
General Fund $ - $ 3,209
Downtown Mgmt Authority 3.209 -
$ 3,209 $ 3,209

The interfund balances are mainly for property taxes, fringe benefits, and supplies.
NOTE 6:  INTERFUND TRANSFERS

Operating transfers within the primary government are as follows:

Transfer In Transfer Out
General Fund $ - $ 20,000
Maijor Street Fund - 7.826
Local Street Fund - 7.826
Fire Fund 20,000 -
1996 MI Transp GO Debt Fund 15,652 -

$ 35652 $ 35,652

The operating transfers are mainly for public safety operatfions and debt service.
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NOTES TO FINANCIAL STATEMENTS - CONTINUED
NOTE7:  CAPITAL ASSETS
Capital asset activity of the Village's primary government for the current year was as follows:

Balance Balance
March 1, 2004 Additions Deletions February 28, 2005

Governmental Activities

Capital Assets Not
Being Depreciated:

Land $ 66300 % - $ {20000} % 46,300
Contruction in progress - 51,165 - 51,165
Subtotal 66,300 51,165 (20,000) 97,465

Capital Assets
Being Depreciated:

Buildings 364,000 - - 364,000
Equipment 14,258 35,640 - 49,898
Vehicles 469,249 250,000 - 719,249
Infrastructure 715,000 - - 715,000

Subtotal 1,562,507 285,640 - 1,848,147

Less Accumulated Depreciation:

Buiidings (116,260) {7.280) - {123,540)
Equipment (14,258) (849) - (15,107)
Vehicles (224,119) (54.601) - {278,720}
Infrastructure (311,500} (35,750} - (347,250)

Subtotal (666,137) (98.480) - (764,617)

Net Capital Assets
Being Depreciated 896,370 187,160 - 1,083,530

Governmental Activities Net
Capital Assets $ 962,670 $ 238325 $ (20,000 $ 1,180,995
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N’OTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE7:  CAPITAL ASSETS — CONTINUED

Depreciation expense was charged to the primary government as follows:

Governmental Activities

General government $ 1,500
Public safety 45,158
Public works 36,450
Recreation and cuifure 2,880

Capital assets held by the government's internal
service funds are charged to the various functions
based on their usage of the assets 12,492

Total depreciation expense - governmental activities $ 98,480

Construction Commitments

The Village has an active construction project at year-end.

Project Expended Future
Project Estimates  t002/28/05  Committed Financing
To be provided by Federal
government and private
Downtown Revitalization $ 1728682 $ 51165 $ 1677817 investment by benefited parties.

Proprietary Fund Type Property, Plant and Equipment

Proprietary fund type property, plant and equipment at February 28, 2005 are summarized as

follows:

Internal

Service
Buildings $ 35,000
Equipment 14,258
Vehicles 136,249
Total 185,507
Less: accumulated dep. {117,640)
Net $ 67.867
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NOTE 8:

NOTE 9:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
LEASE AGREEMENT WITH THE FRIENDSHIP CENTERS

The Village of Peliston senior center building was constructed on land leased to the Friendship
Centers for a term of 20 years starting on September 1, 1986. This lease will automatically
renew for an additional 20 years, unless the lessee cancels at the end of the first 20 years. At
the expiration of this lease, the property and building will revert fo the Village. During the term
of the lease, the lessee agrees to provide programs primarily for the benefit of senior citizens.
The lessor agrees to provide snowplowing, water service and pay for up to $1,200 of utilities per
year.

DEFINED BENEFIT PENSION PLAN
Plan Description

The Village of Pellston participates in the Municipal Employees’ Retirement System of
Michigan(MERS), an agent multiple-employer defined benefit pension plan. MERS was
establisned by the State of Michigan for purposes of providing retirement, survivor and disability
benefits on a voluntary basis to the State's local government employees. MERS issues a
publicly available financial report that includes financial statements and required
supplementary information. That report may be obtained by writing to Municipal Employees
Retirement System of Michigan, 1134 Municipal Way, Lansing, Michigan 48%917.

Funding Policy

Members of the Village of Peliston are required to contribute 3% of their annual compensation.
The Village is required to contribute any additional amounts necessary to fund the system using
the actuarial basis specified by statute. The contribution requirements of plan members and
the Village are established and may be amended by the MERS board.

Annual Pension Cost

For the fiscal year ended February 28, 2005, the Village's required and actual contribufions
were $1,445. The annual required contribufion was determined as part of an actuarial
valuation at December 31, 2004, using the eniry age normal funding method. Significant
actuarial assumptions included (a) 8% investment rate of return (net of administrative
expenses); and (b) projected salary increases of 4.50% per year. Both (a) and (b) included an
inflation component of 3% to 4%. The actuarial value of the Village's assets was determined on
the basis of a valuation method that assumes the fund eams the expected rate of retumn (8%,
and includes an adjustment to reflect market value. The Village's unfunded actuariat accrued
liabilities are amortized by a level percent of payroll contributions over a 30 year period.

Three-Year Trend Information for the Village of Pellston
Annual Percentage

Fiscal Pension of APC Net Pension
Year Ending Cost (APC) Contributed Obligation

02-28-03 $ 794 100% -
02-29-04 1,645 100% -
02-28-05 1,445 100% -

Additional frend information may be found within the Required Supplemental Information
section of the financial statements.
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NOTES TO FINANCIAL STATEMENTS — CONTINUED

NOTE 10: LONG-TERM DEBT

The following is a summary of the Village's long-term debt transactions for the year ended
February 28, 2005:

Amount Due
Beginning Ending Within
Balance Additions Reductions Baiance One Year
PRIMARY GOVERNMENT
Governmental Acitivities
Bonds and notes payable:
General obligation bonds $ 450,000 $ - $ (40000 $ 410000 $ 45000
Land contract 83,532 - (83,532} - -
Promissory notes 189,233 77,532 (74,022) 192,743 32,566
Total governmental activities
long-term liabilities $ 722765 $ 77532  $(197.554) $ 602743 $ 77.566

— e —— m————— e ST
— e

Long-term liabilities payable at February 28,2005 is composed of the following individual issues:
Bonds and Notes (Governmental Activities):

$475,000, 1996 general obligation bonds due in annual install-
ments of $35,000 to $55,000 through May 1, 2011, interest
at 5.40 to 5.90 percent. $315,000

$150,000, 1996 Michigan Transportation general obligation
bonds due in annual installments of $10,000 to $20,000
through May 1, 2011, interest at 5.40 to 5.90 percent. 95,000

$65,000, 1996 promissory nofe due in annual instaliments
of $6,631, including interest at 5.61 percent, through April
2012. 40,921

$84,115, 1997 promissory note due in quarterly installments
of $2,745, including interest at 5.48 percent, through December
2007. 30,225

$54,000, 2003 promissory note due in annual instaliments
of $3,000 to $5,000 through October 1, 2013, interest at

4.50 percent. 50,000
$77.532, 2004 promissory note due in monthly installments
of $1,416 through October 4, 2009, interest at 3.65 percent. 71,597
Total governmental activities long-term liabilities $602.743
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NOTE 10:

NOTE 1L

NOTE 12:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
LONG-TERM DEBT — CONTINUED
Bonds and Notes (Governmental Activifies) - CONTINUED

The annual requirements to amortize all general obligation bonds and notes outstanding, as of
February 28, 2005, are as follows:

Annual Requirements to Amortize Qutstanding Bonds and Nofes
February 28, 2005

Year Ending General Obligation Notes

February 28 Principal Interest Principal Interest
2006 $ 45000 % 21,993 32,566 8,615
2007 45,000 19,551 34,880 7,076
2008 50.000 16,938 36,950 5,474
2009 60,000 13.870 26,756 3.771
2010 65,000 10,337 20,775 2,658
2011 -2015 145,000 8,667 40,816 4,592
Total $ 410,000 % 91,356 $ 192,743 $ 32,186

COMMUNITY DEVELOPMENT BLOCK GRANT

The Village of Pellston received a Community Development Block Grant from the UJ.
Department of Housing and Urban Development. This grant will provide funding for road and
parking lot improvements, which will aliow for the private investment of a new professional
center in the downtown Village of Peliston. The grant period is from May 1, 2004 through April
30, 2006, in which time the Village will receive a total of $174,085 of federal funds. The federal
dollars, along with an additional $20,085 contributed by the Village, will fund road and parking
lot improvements. Private contributions will total $1,534,512 for the construction of the
professional building.

RESERVED FUND BALANCES/RESTRICTED NET ASSETS
Major Governmental Funds
Reserved for prepaids - The General Fund has $3,234 reserved for prepaid amounts.

Reserved for CDBG — The General Fund has $2,000 reserved for Community Development Block
Grant expendifures.

Reserved for debt service — The Debt Service Funds have $60,712 reserved for debt service and
related costs.
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NOTE 13:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

RISK MANAGEMENT

The Village is exposed fo various risks of loss related to tforts, theft of, damage to and
destruction of assets; errors and omissions; injuries to employees and natural disasters. The
Village belongs to the Michigan Municipal League Liability and Property Pool, a public entity
risk pool currenily operafing as a common risk management and insurance program for
various municipalities throughout the state. The Village pays an annual premium forits generadl
insurance coverage. The pool is self-sustaining through member premiums and reinsures
through commercial companies for claims in excess of $500,000 for each insured event.
Although the Village could be assessed charges beyond the annual premium, the likelihood of
receiving such an assessment is minimail. Settled claims have not exceeded coverage in any

of the past three years.
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Village of Pellston
Required Supplemental Information
Budgetary Comparison Schedule
General Fund
For the Year Ended February 28, 2005

Budgeted Amounts

Variance with

Actual Final Budget
Original Final Amounts Over/{Under)
Beginning of year fund balance $ 123,940 $ 123,940 $ 138,870 $ 14,930
Resouces (inflows)
Property taxes 113,263 113,263 106,243 {7,020)
Federal grants - - 30,780 30,780
State shared revenues 98,600 98,600 90,313 (8,287)
Charges for services 800 800 630 (170)
Interest income 1,500 1,500 1,475 (25)
Sale of property - - 189,270 189,270
Other 1,550 1,550 3,652 2,102
Amounts available for appropriation 339,653 339,653 561,233 221.580
Charges to appropriations (outflows)
General government
Council 2,800 2,800 2,975 175
President 6,100 6,200 7.020 820
Clerk 11,800 11,700 9,412 (2,288)
Treasurer 5,500 5,500 5,062 (438)
Elections 1,100 1,200 1,133 (67}
Village hall 8,100 10,450 8,504 (1,946)
Village proper 30,700 35,825 23,331 (12,494)
Legal 5,000 5,000 5,150 150
Other 12,500 20,500 9,312 (11,188)
Public safety
Marshall 5,000 5,000 4,557 (443)
Public works
Department of public works 63,900 78,900 41,023 {(37.,877)
Sidewalks 5,000 5,000 3,942 (1,058)
Street lighting 16,000 16,000 13,339 (2,661)
Refuse collection/disposal 1,000 1,500 1,737 237
Clean up 7,500 7.000 6,900 {(100)
Health and welfare
Friendship Centers 1,700 2,900 1,200 (1,700)
Community and economic development
Planning and zoning 3,000 3,400 5,620 2,220
Economic development 9,000 21,100 51,225 30,125
Recreation and cultural
Parks and recreation 20,700 24,900 18,884 {6,016)
Library - 500 500 -
Historical 300 4,800 4,829 29
Debt service 12,000 19,500 17,663 (1.837)
Transfer to Fire Fund 22,000 22,000 20,000 {2,000)
Total charges to appropriations 250,700 311,675 263,318 (48,357)
Ending budgetary fund balance $ 88,953 $ 27,978 $ 297,915 $ 269,937

See accompanying notes to the basic financial statements. 30



Village of Pellston
Required Supplemental information
Budgetary Comparison Schedule

- Major Street Fund
For the Year Ended February 28, 2005
[ ]
Budgeted Amounts Variance with
Actual Final Budget
-— Original Final Amounts Over/(Under)
Beginning of year fund balance $ 35,421 $ 35421 $ 34,499 $ {922)
L]
Resources (inflows)
State shared revenues 49,000 49,000 54,568 5,568
- Interest income 300 300 257 (43)
Amounts available for appropriation 84,721 84,721 89,324 4,603
- Charges to appropriations (outfiows)
Public works
Road repair and maintenance 32,250 32,250 44,710 12,460
- Transfer to debt service fund 7,827 7.827 7.826 (1)
Total charges to appropriations 40,077 40,077 52,536 12,459
L]
Ending Budgetary fund balance $ 44,644 $ 44,644 $ 36,788 $ (7.856)
-—
-
L}
L]
See accompanying notes to the basic financial statements. 31
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Village of Pellston
Required Supplemental Information
Budgetary Comparison Schedule
Local Street Fund
For the Year Ended February 28, 2005

Budgeted Amounts Variance with
Actual Final Budget
Original Final Amounts Over/(Under)
Beginning of year fund balance $ 21,396 $ 21,396 $ 21,557 $ 161
Resources (inflows)
State shared revenues 35,000 35,000 32,449 {2,551)
Interest income 250 250 113 {137)
Amounts available for appropriation 56,646 56,646 54,119 {2,527)
Charges to appropriations (outflows)
Public works
Road repair and mainfenance 23,950 23,950 35,401 11,451
Transfer to debt service fund 7.827 7.827 7.826 {1)
Total charges to appropriations 31,777 31.777 43,227 11,450
Ending Budgetary fund balance $ 24,869 $ 24,869 $ 10892 $ (13,9277)

See accompanying notes to the pasic financial statements. 32



Village of Pellston
Required Supplemental Information
Budgetary Comparison Schedule
- Fire Fund
For the Year Ended February 28, 2005

Budgeted Amounts Variance with
Actual Final Budget
— Original Final Amounts Over/(Under)
Beginning of year fund balance $ 73,090 $ 73,090 $ 53,170 $ (19.920)
]
Resources (inflows)
Federal granfs 122,600 122,600 134,600 12,000
- State shared revenues 1,730 1,730 730 (1,000)
Contributions from local units - - 43,200 43,200
Charges for services 48,000 48,000 45,033 (2,967)
Transfer from General Fund 20,000 20,000 20,000 -
- Interest income 500 500 618 118
Amounts available for appropriation 265,920 265,920 297,351 31,431
[__J
Charges to appropriations {outflows)
Public safety 208.880 208,880 228,926 20,046
- Debt service 40,000 40,000 62,542 22,542
Total charges to appropriations 248,880 248,880 291,468 42,588
- Ending budgetary fund balance $ 17,040 $ 17,040 $ 5,883 $ (11,157)
~—
-
L]
]
-

See accompanying notes to the basic financial statements. 33
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Village of Peliston
Required Supplemental Information
Defined Benefit Pension Plan
Trend Information
For the Year Ended February 28, 2005

Schedule of Funding Progress

Actuarial
Actuarial Accrued Unfunded UAALasa
Actuarial Value of Liability (AAL) AAL Funded Covered Percentage of
Valuation Assets - Entry Age (UAAL) Ratio Payroll Covered Payroll
Date {a) (b) (b-a) {(a/b) {c) {(b-a)/c)
12/31/02  $ 94,207 $ 112,429 $ 18222 84% $ 53,481 34%
12/31/03 106,019 118,263 12,244 90% 58,638 21%
12/31/04 117,451 141,067 23,616 83% 59,413 40%

Schedule of Employer Contributions

Annual Percentage
Fiscal Pension of APC
Year Ending Cost (APC) Contributed

02/28/03 $ 794 100%
02/29/04 1,645 100%
02/28/05 1,445 100%
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“Eértihied Public Accountants & Co

September 16, 2005

To the Village Council
And Village President
Of the Village of Pellsion

In planning and performing our audit of the financial statements of the Village of Peliston,
for the year ended February 28, 2005, we considered its internal control in order to
determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the infernal control. However, we
noted certain matters involving the internal control and its operation that we consider to
be reportable conditions under standards established by the American Institute of
Cerfified Public Accountants. Reportable conditions involve matters coming 1o our
attention relating to significant deficiencies in the design or operation of internal control
that, in our judgment, could adversely affect the Village of Pellston's ability to initiate,
record, process, and report financial data consistent with the assertions of management
in the financial statements.

e Al records should be held and maintained by the Vilage Clerk. Currently records
are being held by public safety officials, Council officidls, and the Treasurer,
which should all be in the care of the Village Clerk. This situation can cause
problems and errors in the recordkeeping.

This report is intended solely for the information and use of the Village Council and
management and is not intended to be and should not be used by anyone other than
these specified parties.

Wl Sbsedran s Lo

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan

923 Spring Street # P.O. Box 695 # Petoskey, MI 49770 # 231-347-4136 & Fax: 231-347-4147 & E-mail: staffname@hs-co.com
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